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What is a capital gain? 
A capital gain is recognized when a stock or bond is sold for more than it was purchased for (i.e. the profit). So if a stock 
is purchased for $100, and sold thereafter for $110, the capital gain on the sale is $10. To avoid paying corporate-level 
tax, mutual funds typically distribute all net investment income and capital gain net income to shareholders. Distributions 
of capital gains are classified as either “long-term” or “short-term” depending on how long the underlying investment that 
generated the gain was held. 

• Short-term capital gains are incurred on the sale of investments sold at a gain that are held for one year or less. These gains 
are distributed to shareholders as dividend income and are generally taxed as ordinary income. 

• Long-term capital gains are incurred on the sale of investments sold at a gain that are held for over one year. These gains 
are distributed to shareholders as long-term gains, and are taxed at a maximum rate of 20%, plus an additional 3.8% 
Medicare tax for some individuals. 

 

When will the distribution be paid to shareholders? 
The three relevant dates for shareholders are the record date, ex/reinvest date, and pay date. These dates determine who 
receives the distribution and when it will be received. 

• Record date is the date that determines which shareholders are entitled to the distribution. Anyone purchasing shares after 
the record date will not receive the distribution. 

• Ex/Reinvest date is the date the distribution is deducted from the mutual funds’ assets and held for payment to 
shareholders. The mutual fund’s net asset value (NAV) will decrease by the amount of the distribution on the ex-date. 

• Pay date is the date when the distribution is paid to shareholders. 
 
 

Why does the capital gain distribution decrease the share price? 
As the fund’s underlying investments appreciate in value, these unrealized gains contribute to the fund’s increase in share 
price. When the fund sells an appreciated security, it recognizes the gain. However, the sale does not impact the fund’s share 
price because the appreciation has already been factored into the share price. As discussed above, net gains are required to 
be distributed by the fund. On ex/reinvest date, the share price will decrease by the distribution amount, but the overall value 
of the shareholder’s account will remain the same because the account will either hold more shares (if the shareholder elected 
to reinvest the distribution) or cash in addition to the shares previously held. 

For example, if a fund NAV is $20 per share prior to a capital gain distribution of $5 per share, the distribution will 
decrease the share price by $5 (new share price = $15) when it is paid out. Note, whether the capital gain distribution is 
taken in cash or reinvested back into the fund at the new share price of $15, the value of the investor’s total assets does not 
decrease. 
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Building upon this example, if 150 shares of the fund were held at the original NAV of $20, the value of the investment 
would total $3,000. After the capital gain pays out, individuals who take the distribution in cash would still hold 150 shares 
of the fund at the new NAV of $15, as well as, have the $750 (150 shares * $5 per share) in cash so that the total value of 
$3,000 has not changed. The same premise can be applied to an individual who automatically reinvests their distributions, 
but this time when the distribution is paid, the individual reinvests the cash back into the fund at the new NAV. The original 
150 shares will be held and an additional 50 shares would be purchased at $15 per share with the reinvested distribution of 
$750 (150 shares * $5 distribution), therefore keeping the original investment value at $3,000 (200 shares * $15). 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Investment in the Funds involves risks, including possible loss of the principal amount invested. 
 

Source: GSAM. 

Goldman Sachs does not provide legal, tax or accounting advice. Any statement contained in this communication (including any attachments) concerning U.S. tax 
matters was not intended or written to be used, and cannot be used, for the purpose of avoiding penalties under the Internal Revenue Code, and was written to 
support the promotion or marketing of the transaction(s) or matter(s) addressed. Clients of Goldman Sachs should obtain their own independent tax advice based on 
their particular circumstances. 

Confidentiality 
No part of this material may, without GSAM’s prior written consent, be (i) copied, photocopied or duplicated in any form, by any means, or (ii) distributed to any 
person that is not an employee, officer, director, or authorized agent of the recipient. 
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